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INDEPENDENT AUDITORS' REPORT

Board of Directors
John G. Ullman & Associates, Inc. and Subsidiary

We have audited the accompanying consolidating balance sheets of John G. Ullman & Associates, Inc. (an
S corporation) and Subsidiary as of December 31, 2005 and 2004 and the related consolidating statements.of
income, comprehensive income, changes in stockholders’ equity and cash flows for the years then ended.
These consolidating financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these consolidating financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes consideration of internal
control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal
control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidating financial statements referred to above present fairly, in all material respects,
the individual and consolidated financial positions of John G. Ullman & Associates, Inc. and Subsidiary as of
December 31, 2005 and 2004 and the results of their operations and their cash flows for the years then ended in
conformity with accounting principles generally accepted in the United States of America.

WWW% o L1P

Rochester, New York
January 26, 2006



-p-

e ‘SJusWeIES [erouruly Funepijosuoo aif Jo wed [eidajur ue sre sajou Juiuedwoosse oy,

1060060V §  (000SD)  §  6IvSB0C  §.-.ZL8OIC8E. § - GSULeIby $ (000SD)  § - 66918CC .S . 0966981V § i

0SH9€L°6T (000°s1) L81°080°T . E9TTILYLT . 7 188'86I°EE (00075 D €0FT9TT - 1 - BLYT1S6°0E
808985 808985 - - LLG6THS LLETYS s - ATeIpisqns m 1sa1ann yuowmy
S TIETP6'L (zog'0s) 165°60T .. TTO'E/LT 19£°022'C - arryL) . . S6L'80€E LL9'SB6'T " s {¥i i SsjusunsaAu] wo uonewaidde pazijeaun
TR [OUIOUL SAISUSYIdIIOD JOTI0 PA)R[Numd0 Yy
TEE°586 YT (bss91p) PYOSEL'T o - T IPT99TET ¢ n o 08TI9¥ LT - (LLY9ER) CO9S9'RIRL T H T 101°6LO9T s 2 s3uTures paureisy
000779 (88%°121) 88Y°1ZI - 10 i 000°TT9T ¢ £9TYL6'T {5/ ¥%3) 881zl 00L°988°C SRt Tendeo w-preg
- o' yov'el - - ror'cl) yor'el - 30015 uoUNLoy
XIINOT SYAaIOHI00IS
158°€95°01- LA SN 4 74 L < 60965501 T v BLL'3E6'01 - CU96T0T . C- e T8PRI6°01 N SHILITIAVIT INEHIND TVIOL !
i 096'61K'8 - - - 096°S1Y'8 TIPES - ST C o TUTEES : TUTTTTTE T ] sooy uatuoSeneut uaunsoAu) patresur)
008°8S¥°1 - - Lh 00885l 009v29°1 - R DLt 0096791 : : H SUORNQLOSTP J3p{OYIO0IS Paudja
- - - - $€8°01 - : ES0I - : - SOXE} QWIOJUI PAMIIY
LLO'P9E - - . L LLO'PIE Th6'82S - - BT 4 (¥ 149 SOLIEJES PUE SUOISSIUITIO) PanIody
y10°6T€ $ - $ W 8L TLL9LE $ 06Z'0EY $ - ‘$ - T9¥'6 . $ .. 8T80TY $ sasuadxa panisoe pue ajqeded spmosoy

SALLITIEVIT LNANND

ALINOH SYIATOHADO0LS ANV SHAILITIEVIT

10€°00€°0F § (00051 S 6TY'880°T .S TLY'ITTYE $. .. 6SYLEVY §  (00OSD) $ . 669T8TT - S5 096698 4L S- ‘ o
R I R (000°s1) - S0 000°ST = (000751} oo 0001 . -ouf ‘Sanin3eg NOSN - XAVIAISHNS NI LNIALSIANI
108°1£2 - - e 108°1€T £38°L92 - R ©ove, £88°19T SRRt
e NEOT'9E8 - - 7T E91°9¢8 LLSVSS - S T LIS S8 S © “rhongzipowre pue uoneidaidap pazg[nuNace 1559
$96°L90°1 - - C p96°L90°T 09y 7CI’l - : - TR 09P TET Y . : g
S19°5S E - = L S19°S £EE9S - - RTINS ’ ’ samxy pue amumg
9r9°56¢€ - - T 9P9°SeE - 919'66€ - - S 9p9°s6E sjuswercidu pioyasea’]
£0L919 - - S E0L919 185049 - - 2 I8P0LY jusewdinbs 30430
STASSY Qaxid
00S'890°0%™: v Mt} . Vil i GTY'880T Lo 1L0086'LE - - . 9LL'698‘EY - 669'T8CT .1 LLO'LSS IV ¢
S08°1C - 00£31 508 S0s°E - s £ S0S°E -sasutadxa predaid
£65°01 - £65°01 - 617L - 61C°L - 9[qBAI903 SUOTSSIUIWOY)
£1v'vLl - 19671 5 TSP191 C o 6E0°9ET - 109'€1 ¢ REVTLT } 9]qeA12091 1S2197U]
$09°70L'9€ - SO0'LSS L "w7 -2 009'SHR'YE $86'100'TH - 18501 PP1°968°8¢ : 2N[EA 118J 12 ‘S3NLIN0AS UIUNSIAU]
v80'6s1°€  § - §  0LS681 o $. -0 PIS6O6'T - § 0 8TO'1T9T  § - §  8£0°9S1 " $o.r 066%9PT 1§ . . i s1uatRAINDI Ysed pue yse)
SIASSV INATHND
PIEPI[OSUOD) SuonRUIWI “au] U] PABPIOSUOD) suoneuiwiy ouf ouf -
‘SONLNDIG “SITLI0SSY P ‘SONLMOG $31R100SSY. 29
WOSN uewIliN "D uyor JARNIN vewynyowyor .
¥00Z *1 € 10qUIada(] S00Z ‘1€ JaquIada(] R T

SLAIHS AONV IV ONLLYAI'TOSNOD

AYVIAISHNS ANV ONI 'SZLVIDOSSY % NVATIN O NHOf

7




——

B o m—

SyuBUIAIE)S [erdueul) Sunepijosuod ay) jo wed [eadsiu) ue ase s

a10u §uikuedmosde sy

997'¢r8y  § 6v6'680°S  § 3 FINOINI A3LVAITOSNOD LAN
%I m|~%o'~l||| e . *3U] *S3ILINIAS JADS(] UT 1534231 AILIOUIW Jo sTutuges 1ssa]
“ VEiTess e 0095 OLST6LY 8 LGOI . A 098'920'c  §  SNOONILAN
o oog 1T 00€°11 - 00292 00297 i - uoistaozd xe) awodu]
R SLSOLSY + S008L - 0LS'T6L'Y TLO'9ET'S TIT'60L 098°920°S NOISIAQY X V1 GNOINI 301949 AWNOINI
RS TIETZ09 €0€°CS 600°696'S SOL'SLY'G - 96685 . 60L°91¥9
T : S99°T - $99°51 vOE91 - - E VO£ 91 sanp pue suoneatiqnd ‘suondussqng
H 70992 - 209'9 60€'€E - e 60€'€E w3reyg pue a3e1s0d
< 081°8Z - 081°8C TET'8T - A CET8T §SaUISNG - DURIMSU[
L y11°9¢ - PI1'9E 8¥L'9¢ - R 8HT'9€ suoydajal
L 000°0€ - 000°0€ 000°TY - 000°Cy $39] ;s1opang
$8S'1S - S85°1S LSSTE - P L§8°TE Sunnsued pue aremyos sndwo)
RN £56'vY 79661 166vC SL99E - 4. y61°81 Sun[nsuod pue $30) [BUOISSAJOI]
T E69LT - - £69°LT yTTY yTT9Y JUSLIUIELIAIUS PUE [3ARL]
000°¢T! - ; 000°7Tt oSzl 051121 SUOBINGLIUOD 2jQEILIRYD
S y8T'LT - - v8T'LT 8LETY 8L6'TH uoleziowr pue uoneaide
86£°c8 - E 86£'€8 865°111 ; 865 111 sasuadxa pue saddns 22130
SE0TL - SE0'TL 0€1°50T - A 0£1'50T Kourdnooo o130
e 68¥'€19 - 68t°€19 881819 - [ 381°8b9 soxe) [joiked pue s)youaq A8urig
yIETYE'Y . v IPETe £L6°608'Y TISPLO'S [SEY S L6T'PED'S SUOISSIUILIOD PUE SAlie[eg
‘sosuadxy
K L88°168°01 - 80£0€1 6L5°19L°01 LLLUIOTT 807891 ¢ - 69S EbY 11
‘ ‘ 008°1 - 008°1 - - - awodul BYO
£5E'F6 - £5E'Y6 018°L6 - v 018°L6 $99) JUSWIAFeUR Xe L,
pI6'E8- 2 p16°c8 - 6¥6'501 - 646°S01 > - - SUOISSIUIIOY)
B OLY'ETT 2700 7891 88L1T1 BET'LEL [irard F¥A TE0'5T SANLMI3S JO d[es U0 Ujed pazi[ey]
SS1€TT - 99 K x4 08Z°0¥T - R 05T'0rT $901A138 Suninsuoo pue uonesedad xey,
P SST'000°1 "5 TIL'bY £¥5'556 LYO'9TET - £50'05 o . 766'SLT1 SPUaPIAIP pUe 15210U]
: o - Ov6'r9t'e - § o - or6v9E's § EBKOL'e  § - o i 8§ €8FPOL'6 $ 599y JuaWaGeurl JUBUNSIAU]
”uEOUE
’ i ,m v . . CQEE_OmcoU Uy d:— vuunvm_omcoU ...u:— ,OE
A ‘$aN1MIG 591BID0SSY 29 ‘sellndag - ‘sae100SSY 79
R ] WOSN ueurfin "o wjog Wosn uew(f) "H uwyof

00T ‘1€ J9quiadag] Papud Jea

00T ‘1€ 19qUIada(] papuo Jeax

GWOONI 40 SINTWALV.LS DNILVAITOSNOD

AMVIAISHNS ANV DNl SHLVIDOSSY 2 NVIWTIN "D NHO!




-9-

‘SIULWeIEIS [EIdUBU) Sunepijosuod ay; Jo Wed [eI3alu ue oI sajou Sulkuedwosoe oy,

££5°010'S S B6LCECS 3 - : FRE SWOIUY JAISUYRIdWIOD PIIEPIJOSUOD JON

S9ELI ZELEY , T U] ‘330 WOS(
Ut 15919)ui AJLIOUIW JO STUILLIES 1S597]
868°€E0°S 9SETL B LIRS I96 % $ - 1ES°LLS'S 917281 - GTESHES $ , awoouy aatsuayaidwo))
(creen) @gon ¢ @ty BETLED Gocz) (TEo'sTn) T : awoduY 1ou Ut papnjuy
sured 10j JusuUNSN{PE UOLBDIIJISSE]ONY
£60°86T £€E°L 14 09L°06T L68'V09 01K 11T L8Y'E6Y L SININ0IS JUSWISIAUL
Jo uoueroardde pazijearun
swosus sarsusyaadwos Y10
SLT'essy  § S0L'99 £ OLS'TOLY $  wuseol's  §  TI0'ER $ - 098%970°C $ awoaul 1N
PaIepIIOSU0.y BN I PaIEPI[OSUO) U] U] S R
‘SonuINodg . ‘SIRIS0SSY 29 ‘SANKINDIDG T SIIRIDOSSY T
NOSN | teuri) " uyor WOSN ueuin "H uyof
$O0T 1€ J9QUISIS PApUd 189 X

S00Z 1€ 10quia0a(] popud 18a X - oo

TNODNT FAISNIHTYdINOD 10 SINFWILV.LS ONILVAI'TOSNOD

AAVIAISENS ANV ONI STLVIDOSSV @ NVINTIN "D NHOI




-l

“SyudWaE)s [erousury Suieprjosuod oy jo wed [eifaur ue sre sajou Fuiuedwodoe ay],

Cecas P TRRReTEE & . LL6TKS 8 I9C0ZCC §. .08TIOVIZ S .€9TVL6T §

(008'6LETD) v -+ (008°s91) (oo0yizn)- .- -

- (£95°28) - £95°L8

00LY9T - - - e 00LY9T
et T U EEIISS o7 TELEy 0s8°Evy -
[CII44)] (6260 (LLT6) - -
(zeo'sel) - (zgoszl) - -
o1vI11L 8EL°9T L9'v8 - -
L8Y'E6Y - L8YE6Y - -
Z10'e8 £26'61 - 680°€9 -
098°920° -+ - 098°970°S - -

P A 2L OSH9EL'6T-. - 1808988 11€Th61 “1E€°68$ VT 000°T29°T

CU0TLSTD) - i (00192) (000 T8TT) - it

4oL L00TTY - - - T 00Ty
N T 327 s S 171 L9T'ELL 99T EVsY T -
(T8o'D) (yoy) BLTD B 7
(88L°1ZD) - (88L°1T1) -
£EL'L 09L°1 €LS'S - -
09L°067 - 09L°067 - W
S0L'99 60091 - 96905 it
OLSTOLY " .. .- - OLSTOLY L e

COTGHLIG9T § 0 EPP69S § vRISES'T  $ S90'€T6'1T $ T 008°6LST $

110 ],

(%+2) U

v ‘Sa11INJ3G

DS ulisaeul
Auouiy

WOIUY
aaisuayaidwod
o
pRa[OWNIIY

SBUILIRY
pautelay

Tended
u-pied

S00Z ‘1£ WIINTDHA 1V HONV IV

S3BUBYD [ENIIIE/SUONNGIISIP JOPIOO0IS
1521911 AIOUTW 3[10U0Ja1 0} JusuNsnipe Juue|egsy
201S UOWUIOD JO IES

Qwooul dAIsudya1duIod [e10],

U] ‘SINLINGAG INOS(
*DU ‘SIIBID0SSY 2y URW[[] "D Uyof
SWIODUI 12U U papnjoul suled 10J Wwautsnipe uoHBIYISSe[I9Y
*au] “sanLIN23g WOSN
*2U] ‘S9IBIOSSY 29 UBWI[[(] "D uyof
:SjusUMSaAUT Jo uonerdasdde pezieasun)
:3u105ul 2A1susyaIdwod 12PYIO
‘SU[ *$aUHNIG WOSN
“2U[ ‘SAIBISOSSY 7§ UBWII() "O) UYof
-2wodul 1N
‘awoatl aarsuayaIduio))

$00Z ‘1€ ¥FIWEDEA LY JONVIVE

sodueyd [BNISE/SUOHNALUSIP JOP[OPIIS
5{90)S UOUILIOD JO 3[eg

swooul aAlsusyaidwiod je10],

"au] “SaNMN0ES WHSN
U] ‘S3IRII0SSY 29 UBWI[() "D Uyof
QWodUT 13U Ul papnjoul suted JoJ usuisnipe uonEdISSEIY
“oU] ‘SINUNIG DS
*oU[ ‘S3IBID0SSY % UBWI[[] "D Uyor
sjusunsaAu; Jo uonersaidde pazijeasun
B0 FAISUSYRIdUWINd DY
"ou] ‘SaMNAS INDSN
*2u] ‘SAIBIDOSSY 29 WBW{[(] 1) UYOf
LIUI0odUl 13N
rawodul AAlsusyaIdwo)

00z ] Arenuef je oue[eg

AIINOT SYTATOHIMOOLS NI SIONVHO 4O SINIWALVLS DNILVAITOSNOD

AAVIAISENS ANV ONI SF1VIOOSSY ¥ NVINTIN "D NHOT




-g-

“SIUWaEIS [eIOURUY FunEpiosuos a1} Jo ued [ei3aium ye a1e sajou Surduedwodoe ayy

$9X®) dWoouy 10j poutad Fuinp pied yseoy

NOILVINYOANI MOTd HSVD 4O TANSOTOSIA TVINIWITddNS

1eak Jo FuiumnBaq e syuafeamnba yses pue ysed)

SI9PJOYI01S 01 suCNqLESIT
{201S UOUIIOD JO 3]ES WOLJ SPaasosd
SALLIALLDY DNIONVNIY - SMOTd HSVD

$1355€ PIX1J JO SISEYANJ

SINILMD3S JUIUNSIAUT JO safeg

SIS WIUNSIAUL JO SISLYIMJ
SALLIALLOY ONILSIANI - SMOTI HSVD

$93] WaWeuRW JUSULSIAY] POUTESU(]
SIXE] JWOIUT PAUIIY

SILIE[ES PUE SUOISSIUILIOD PINIDIY
sasuodxa panuaoe pue ajqeded sjunovoy
sasuadxa predarg

9]QBA13021 SUOISSIIILIOY)

3[QeAIRD3T 1SAIN]

:suonesado Funoayye sonyjiqer pue s1asse WD Ul saury)

uopezZILowWe pue uoneldaidag
SINLMIIS JO I[BS Uo UIeT pazijeay
sam1anoe Sunerado

woy papraoid Yses 1u 01 SWodUT 19U 312U 0F SJudULSh(PY

$OOZ ‘1€ I9QUII(T Ppud Tea X

SO0 ‘£ 19qUIasa(] papua eak

QW0 19N
STILIAILOY DNILVYAdO - SMOTd HSYD

T09's T s Lt s . St $  w6e S ¥i6c g -
PBOGSIE: Y OLS681 8 FIS696C §  BLOUZ9T S - ‘8E09ST 8§ . 066%9vC -8 UVAKJO AN LV
SLNFTVAINDT HSYD ANV HSYD

9TH'IL6'T 6LLTT YEEVL'T ¥80°6S1°E 0L5°681 Y15696°C R

859°L81 (cTT'se) 088°s2C (950°8¢5) (zes'ee) (PZS'10S) HSVO NI SVTIONI (3SYTYOIQ) LIN
£0088€1T) - (008°8€1°T) (00€%6v6'D) - (00e’6v6'D) ‘SHILIAILOY ONIONYNLI

: ) UOJ AIsA HSVO 18N

(000" 181°7) - .. - (600°18170) ©00%ITT) - ©o0%IzTD) 7 -

002°TY : - 00T'TY 00LY9T - 00L°¥9T L

(££6'991°D) ... . (€87°96) (0$9°0L0°D) (£pseLL0) (9TH'LED) (L11'9£9'E) - SHLLIALLDY ONILSIANI

: ‘ 404 @Esn HSVO LAN
(eeT’on) U (€eT'9r) (090°60) (090°6L) S

Ov8°6TI'bT ... STY'OSL SSTH6LE'EL SSI8pL'EL .. 86990L ©LSPIROEY T

(OrS'0$TOR)- . © (80L°9¥8) {zegeor'st) (8€9°ThrL1) (€248 27) BRI (2191 1ol § I

16€°€6y' Y. o - 190°8S - DEESEV'Y L3L'YRIS - F68°E01  £68°080°S “ SAILIALLOY ONILYYddO

: - NOYd AIAIAQYd HSVD LAN

006891 - 006891 (@y81L) - (B¥8°1L) T

- - - FE801 ¥€8°01 -

(8£9°6£0) - (8£9°6€0) $98°v91 - $98p91 ’

@or'ovD) .- (ST . (LoY'orD) 9LT'S01 0Tl - 950°V01

£65°11 ¢L8'e) oLyl 00€'g1 00£°81 ©oe .

Lyi'n) (Ly1°1) - YLE'S YLE'E R S

980°LE (€161 ' .666°8E (92919) (ov9) - (986°09) o

v8T'LT Lrer y8T'LT 8L6'TH - 8L6TY

OLy'ezl) <. (T89'D) - (88L°1Z1) (8eT'LED) (90Z'21) ~(zeo'sey) -

SLT6S8Y. . $ . 50L'99 $- 0LSTELY § UB6OI'S $ Z10'e8 $ © 7098°920°G - §

voﬁv:omcoo uj “ouy _uouﬂv:om:OU Uy "auf

Cneis sanLINoag SaNBID0SSY 29 “SaNLMIAg ‘$IBID0SSY %P
WOSN wew|(} "0 Uyog DS ueuqyn o uyof

SMOTI HSVD 40 SINIWALV.LS ONILVAITOSNOD

AdVIAISENS ANV ONI "SHLVIODOSSY % NVIN'TI(1 "D NHOI




JOHN G. ULLMAN & ASSOCIATES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATING FINANCIAL STATEMENTS

DECEMBER 31, 2005 AND 2004

NOTE A: THE COMPANY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Company
John G. Ullman & Associates, Inc. and Subsidiary (the “Company”) is located in Corning, New York, and

provides investment management, tax planning, brokerage services and other financial services to clients
across the country.

Principles of consolidation

The consolidating financial statements include the accounts of John G. Ullman & Associates, Inc. (JGUA)
and its consolidated subsidiary, USGM Securities, Inc. (USGM). JGUA owns 76% of USGM. The
minority interest of USGM (24%) is reported separately as additional stockholders’ equity. All material
intercgmpany amounts are eliminated in consolidation.

Basis of accounting
The Company’s financial statements are prepared on the accrual basis of accounting.

Use of estimates

The preparation of the consolidating financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the consolidating financial statements and the reported amounts of revenue and
expenses during the reporting period. Actual results could differ from those estimates.

Cash and cash equivalents

Cash and cash equivalents include all highly liquid investments with original maturities of less than three
months when purchased. The Company maintains its cash and cash equivalents in bank and investment
accounts which at times, may exceed federally insured limits. The Company has not experienced any losses
in such accounts and believes it is not exposed to any significant credit risk on cash and cash equivalents.

Investment securities

Investment securities are classified as available-for-sale investments and are stated at fair value reported on
a national securities exchange at the close of business on the last day of the year. The Company has no
securities classified as trading or held to maturity securities. Securities are exposed to various risks, such as
interest rate, market and credit risk. Due to the risks associated with securities and uncertainty related to
changes in their fair value, it is at least reasonably possible that changes in risk could affect the Company.

Fixed assets

Fixed assets are stated on the basis of cost. The cost of fixed assets is depreciated or amortized over the
estimated useful lives of the related assets ranging from five to thirty-nine years. Depreciation and
amortization are computed on the straight-line and accelerated methods for financial reporting purposes.

Major expenditures for renewals and betterments are capitalized while expenditures for replacements,
maintenance and repairs which do not improve or extend the life of the respective assets are expensed
currently. When assets are retired or otherwise disposed of, the cost and accumulated depreciation or
amortization thereon are removed from the accounts and resulting gains or losses are included in operations.
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JOHN G. ULLMAN & ASSOCIATES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATING FINANCIAL STATEMENTS, Cont’d

DECEMBER 31, 2005 AND 2004

NOTE A: THE COMPANY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, Cont’d

Unearned investment management fees

The Company receives management fees in advance for investment management and certain other client
services. As services are provided, the fees are proportionally recognized as income.

Recognition of revenue

Investment management fees generally are billed annually in advance in an amount determined by applying
the annual rate to the market value of the portfolio on the last day of the annual billing cycle. Interest
income includes interest earned on the securities adjusted for amortization of premiums and accretion of
discounts on the related securities using the interest method. Dividend income is recorded on ex-dividend
dates. Realized gains or losses from the sale of available for sale securities are recognized on the trade date
using the specific identification method. '

Stock-option plan

As discussed in Note E, the Company has a stock compensation plan for employees, officers, directors and
consultants.

In December 2002, SFAS No. 148, “Accounting for Stock-Based Compensation — Transition and
Disclosure, an amendment of FASB Statement No. 123” was issued. SFAS No. 148 amends SFAS No.
123, “Accounting for Stock-Based Compensation”, to provide alternative methods of transition for a
voluntary change to the fair value based method of accounting for stock-based employee compensation. In
addition, SFAS No. 148 amends the disclosure requirements of SFAS No. 123 to require prominent
disclosures in both annual and interim financial statements about the method of accounting for stock-based
employee compensation and the effect of the method used on reported results. The Company continues to
account for stock-based compensation using the intrinsic value method in accordance with the provisions of
APB Opinion No. 25, “Accounting for Stock Issued to Employees”, as allowed by SFAS No. 123. Further,
SFAS No. 148 requires disclosure of pro-forma results as if the Company had applied the fair value
recognition provisions of SFAS No. 123. The Company has determined that the effect of applying the fair
value method to granted stock options is immaterial to the consolidating financial statements.

The following table illustrates the effect on net income if the Company had applied the fair value
recognition provisions of SFAS No. 123, as amended, to options granted under the stock option plan. For
purposes of this pro forma disclosure, the value of the options is estimated using a Black-Scholes option
pricing model and amortized ratably to expense over the options vesting periods. Because the estimated
value is determined as of the date of grant, the actual value ultimately realized by the employee may be
significantly different. The pro-forma effect on net income for the years ended December 31, 2005 and
2004 is a result of stock options granted in 2000, 2002, 2003 and 2004 which vest 20% per year.

Year ended December 31,

2005 2004
Net income:
As reported $ 5,109,872 $ 4,859,275
Pro forma $ 4,957,775 $ 4,804,773
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JOHN G. ULLMAN & ASSOCIATES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATING FINANCIAL STATEMENTS, Cont’d

DECEMBER 31, 2005 AND 2004

NOTE A: THE COMPANY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, Cont’d

Income taxes/deferred stockholder distributions

Beginning in 1988, the parent company elected to be taxed as an S-Corporation, and as a result, no
provision for federal income taxes is included in the consolidating financial statements. Provision has been
made for future stockholder distributions related to the unrealized appreciation on investment securities.

Provision for federal and New York State corporate income taxes has been recorded for USGM Securities,
Inc.

Reclassifications
Certain 2004 amounts have been reclassified to conform with the 2005 presentation.

NOTE B: INVESTMENT SECURITIES

The amortized cost and fair value of investment securities with gross unrealized gains and losses are as
follows:

As of December 31, 2005:

John G. Ullman & Associates, Inc.

Gross Gross

Amortized unrealized unrealized Fair

cost gains losses value
Bonds - corporate $ 6,641,261 $ 22 $ 64,024) $ 6,577,259
Bonds - municipal 4,755,535 11,532 (38,173) 4,728,894
Bonds - U.S. treasury 12,890,823 29,760 (137,280) 12,783,303
Certificates of deposit 261,405 - - 261,405
Mutual funds 8,012,107 1,897,907 (2,767) 9,907,247
Stocks 2,694,312 1,881,142 “4,118) 4,571,336
Limited partnerships 30,424 36,276 - 66,700

$ 35,285,867 $ 3,856,639 $  (246362) $ 38,896,144

USGM Securities, Inc.

Gross Gross

Amortized unrealized . unrealized Fair

cost gains losses value
Bonds - corporate $ 526,599 $ - $ 6,370) § 520,229
Bonds - municipal 449,353 - (5,323) 444,030
Bonds - U.S. treasury 445,194 29,760 (1,818) 473,136
Stocks 361,469 282,147 4,170) 639,446
Limited partnerships 14,431 14,569 - 29,000

$ 1,797,046 $ 326476 § (17,681) $ 2,105,841
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JOHN G. ULLMAN & ASSOCIATES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATING FINANCIAL STATEMENTS, Cont’d

DECEMBER 31, 2005 AND 2004

NOTE B: INVESTMENT SECURITIES, Cont’d

As of December 31, 2004:

Bonds - corporate
Bonds - municipal
Bonds - U.S. treasury
Certificates of deposit
Mutual funds

Stocks

Limited partnerships

Bonds - corporate
Bonds - municipal
Bonds - U.S. treasury
Stocks

Limited partnerships

John G. Ullman & Associates, Inc.

Gross Gross

Amortized unrealized unrealized Fair

cost gains losses value
$ 10,815,227 $ 29,254 $ (36,737) $ 10,807,744
1,119,474 26,057 (846) 1,144,685
8,741,845 34,853 (34,757) 8,741,941
504,033 - - 504,033
7,704,979 1,617,016 (686) 9,321,309
2,683,693 1,583,801 (5,776) 4,261,718
34,527 29,643 - 64,170
$ 31,603,778 $ 3,320,624 $ (78,802) $ 34,845,600

USGM Securities, Inc.
Gross Gross

Amortized unrealized unrealized Fair

cost gains losses value
$ 565,620 $ 1,331 $ (2,623) §$ 564,328
423,162 - (2,807) 420,355
294,965 28,041 (2,386) 320,620
347,205 186,146 (9,549 523,802
16,462 11,438 - 27,900
$ 1,647,414 $ 226,956 $ (17,365) § 1,857,005

Management evaluates securities for other-than temporary impairment at least on a quarterly basis, and
more frequently when economic or market conditions warrant such evaluation. Consideration is given to
(1) the length of time and the extent to which the fair value has been less than cost, (2) the financial
condition and near-term prospects of the issuer, and (3) the intent and ability of the Company to retain its
investment in the security for a period of time sufficient to allow for any anticipated recovery in fair value.

At December 31, 2005, two hundred and two (202) securities have been in a continuous unrealized loss
position for less than twelve months and eighty-eight (88) securities have been in a continuous unrealized
loss position for twelve months or more. As management has the ability to hold the securities for the

foreseeable future and these unrealized losses do not reflect any deterioration in the credit worthiness of the

issuers, no declines are deemed to be other than temporary.
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JOHN G. ULLMAN & ASSOCIATES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATING FINANCIAL STATEMENTS, Cont’d

DECEMBER 31, 2005 AND 2004

NOTE B: INVESTMENT SECURITIES, Cont’d

The amortized cost and fair value by contractual maturity of debt securities at December 31, 2005 are
shown below.

John G. Ullman &
Associates, Inc. USGM Securities, Inc.

Amortized Fair Amortized Fair

cost value cost value
Due in one year or less $ 7,113,402 $ 7,074,949 $ 578,712 $ 576,555
Due in one to five years 17,099,295 16,907,797 827,434 816,080
Due in five to ten years 49,922 51,937 - -
Due after ten years 25,000 54,773 15,000 44,760

$ 24,287,619 $ 24,089,456 $ 1,421,146 $ 1,437,395

NOTE C: COMMITMENTS

The Company has certain operating lease obligations for office space for terms through 2018. The
arrangements have various multiple year renewal options and inflation and property tax escalator clauses.
Total office lease expense was $97,118 in 2005 and $95,558 in 2004, which also includes several month to
month arrangements.

Future minimum lease payments under the Company’s operating leases that have remaining terms in excess
of one year are as follows:

Years Ending December 31, Amount

2006 $ 86,965

2007 89,019

2008 90,045

2009 33,880

2010 33,880

Thereafter 291,573

$ 625362

NOTE D: DEFINED CONTRIBUTION PENSION PLAN

The Company has a qualified defined contribution pension plan covering all eligible employees. Pension

expenses for the Plan totaled $250,000 for 2005 and $200,000 for 2004.
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JOHN G. ULLMAN & ASSOCIATES. INC. AND SUBSIDIARY

NOTES TO CONSOLIDATING FINANCIAL STATEMENTS, Cont’d

DECEMBER 31, 2005 AND 2004

NOTE E: COMMON STOCK/STOCK OPTION PLAN

Common Stock

JGUA: No par value; authorized 5,000 shares, issued and outstanding 1,112 shares at December 31, 2005,

and 1,091 shares at December 31, 2004.

USGM: Par value $1.00; authorized 20,000 shares, issued and outstanding 13,464 shares at December 31,

2005 and 2004.

Stock Option Plan

Effective February 7, 2000, the Company adopted the John G. Ullman & Associates, Inc. 2000 Stock
Option Plan, which is administered by the Board of Directors. The Plan provides for the granting of either
incentive or non-qualified stock options to purchase an aggregate of up to 250 shares of common stock to
eligible employees, officers, directors, and consultants of the Company. The option price is determined by
the Board of Directors, but shall not be less than the fair market value of the common stock of the Company
at the date of the grant. The term of each option shall be determined by the Board of Directors, but in no
event shall an option be exercisable either in whole or in part after the expiration of ten years from the date

on which it is granted.

At December 31, 2005, the weighted average remaining contractual life of the outstanding options is 6.7

years.

The following is a summary of the changes in options outstanding for 2005 and 2004:

Number of Per share Total
options average price
Outstanding at December 31, 2003 91 $ 12,212 $ 1,111,300
Granted 120 18,300 2,196,000
Exercised ) (10,550) (42,200)
Outstanding at December 31, 2004 207 15,773 3,265,100
Granted - - -
Exercised (21) (12,605) (264,700)
- Outstanding at December 31, 2005 186 $ 16,132 $ 3,000,400
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